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 Los Angeles, California 
 April 12, 2019 

Honorable Ricardo Lara 
Insurance Commissioner 
California Department of Insurance 
Sacramento, California 

 

 

Dear Commissioner: 

 

Pursuant to your instructions, an examination was made of the 

 

HEALTH NET LIFE INSURANCE COMPANY 

 

(hereinafter also referred to as the Company) at the primary location of its books and 

records located at 7700 Forsyth Boulevard, St. Louis, Missouri 63105, and its statutory 

home office located at 21281 Burbank Boulevard, Woodland Hills, California 91367.  

 

SCOPE OF EXAMINATION 

 

We have performed our multi-state examination of the Company.  The previous 

examination of the Company was as of December 31, 2014.  This examination covered 

the period from January 1, 2015 through December 31, 2017.   

 

The examination was conducted in accordance with the National Association of Insurance 

Commissioners Financial Condition Examiners Handbook (Handbook).  The Handbook 

requires the planning and performance of the examination to evaluate the Company’s 

financial condition, assess corporate governance, identify current and prospective risks, 

and evaluate system controls and procedures used to mitigate those risks.  An 

examination also includes identifying and evaluating significant risks that could cause an 

insurer’s surplus to be materially misstated, both currently and prospectively. 
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All accounts and activities of the Company were considered in accordance with the risk-

focused examination process.  This may include assessing significant estimates made by 

management, and evaluating management’s compliance with Statutory Accounting 

Principles.  The examination does not attest to the fair presentation of the financial 

statements included herein.  If, during the course of the examination, an adjustment is 

identified, the impact of such adjustment will be documented separately following the 

Company’s financial statements. 

 

This examination report includes findings of fact and general information about the 

Company and its financial condition.  There might be other items identified during the 

examination that, due to their nature (e.g., subjective conclusions, proprietary information, 

etc.), were not included within the examination report, but separately communicated to 

other regulators and/or the Company. 

 

This was a coordinated examination with Texas serving as the lead state of Centene 

Corporation. It was conducted concurrently with other insurance entities in the holding 

company group, including: 

 
Company Name NAIC CoCode Domiciled State 

Ambetter of Magnolia, Inc. 15762 Mississippi 
Ambetter of Peach State, Inc. 15729 Georgia 
Bankers Reserve Life Insurance Company of 
Wisconsin 

71013 Wisconsin 

Buckeye Community Health Plan, Inc. 11834 Ohio 
Buckeye Health Plan Community Solutions, 
Inc. 

16112 Ohio 

Celtic Insurance Company 80799 Illinois 
Coordinated Care of Washington, Inc. 15352 Washington 
Envolve Dental of Texas, Inc. 16106 Texas 
Envolve Vision of Texas, Inc. 95302 Texas 
Granite State Health Plan, Inc. 14226 New Hampshire 
Hallmark Life Insurance Company 60078 Arizona 
Health Net Community Solutions of Arizona 15895 Arizona 
Health Net of Arizona, Inc. 95206 Arizona 
Health Net Health Plan of Oregon, Inc. 95800 Oregon 
Health Net Life Insurance Company 66141 California 
Home State Health Plan, Inc. 14218 Missouri 
Illinicare Health Plan, Inc. 14053 Illinois 
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Iowa Total Care, Inc. 15713 Iowa 
Louisiana Healthcare Connections, Inc. 13970 Louisiana 
Magnolia Health Plan, Inc. 13923 Mississippi 
Managed Health Service Insurance 
Corporation 

96822 Wisconsin 

Michigan Complete Health, Inc. 10769 Michigan 
Nebraska Total Care, Inc. 15902 Nebraska 
Peach State Health Plan, Inc. 12315 Georgia 
Pennsylvania Health and Wellness, Inc. 16041 Pennsylvania 
Sunshine Health Community Solutions, Inc. 15927 Florida 
Sunshine State Health Plan, Inc. 13148 Florida 
Superior HealthPlan Community Solutions 15912 Texas 
Superior HealthPlan, Inc. 95647 Texas 
Trillium Community Health Plan, Inc. 12559 Oregon 

 

 

COMPANY HISTORY 

 

On March 24, 2016, the acquisition of Health Net, Inc. (“HNI”), a Delaware corporation 

and parent of the Company, was consummated by the Centene Corporation (“Centene”), 

a Delaware corporation, pursuant to the terms of an Agreement and Plan of Merger dated 

July 2, 2015 (the “Merger Agreement”), by and among HNI, Centene, Chopin Merger Sub 

I, Inc., a Delaware corporation and wholly-owned subsidiary of Centene (“Merger Sub I”), 

and Chopin Merger Sub II, Inc., a Delaware corporation and wholly-owned subsidiary of 

Centene (“Merger Sub II”). Upon the terms and subject to the conditions set forth in the 

Merger Agreement, (i) Merger Sub I merged with and into HNI (the “First Merger”), with 

HNI as the surviving corporation (the “First Surviving Corporation”), and (ii) immediately 

after the consummation of the First Merger, the First Surviving Corporation merged with 

and into Merger Sub II, with Merger Sub II continuing as the surviving company under the 

name “Health Net, Inc.” Effective March 24, 2016, the Company is an indirect wholly-

owned subsidiary of Centene. 

 

Capitalization 

 

The Company received cash paid-in surplus contributions from Health Net of California, 

Inc. of $183,010,020, $145,000,000 and $0 in 2015, 2016, and 2017, respectively. 
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MANAGEMENT AND CONTROL 

 

The Company is a wholly-owned subsidiary of Health Net of California, Inc. (HNCA), 

which is owned by Health Net, Inc. (HNI). The ultimate parent is Centene Corporation.  

The following abridged chart depicts the interrelationship of the Company within the 

holding company system at December 31, 2017 (All ownership is 100%): 

 

 

 

 

Centene 
Corporation
(Delaware)

Health Net, In
(Delaware) 

Health Net of 
California, Inc.

(California)

Health Net Life 
Insurance 
Company

(California)

Health Net Life 
Reinsurance  

Company
(Cayman Islands)

Health Net 
Pharmaceutical 

Services 
(California)

* In January 2019, Health Net, Inc. converted to a Limit

Net, LLC. 

The four members of the board of directors, who 

business and affairs of the Company. Following ar

officers of the Company serving at December 31, 

c.
*

Health Net of 
Arizona 

Administrative 
Service, Inc.

(Arizona)

Health Net of 
Arizona, Inc. 

(Arizona)

ed Liability Corporation and is now Health 

are elected annually, manage the 

e members of the board and principal 

2017:   
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Directors 

Name and Location Principal Business Affiliation 

Patricia T. Clarey 
Studio City, California 

Chief State Health Programs and Regulatory 
Relations Officer  

Health Net of California, Inc. 
 

 Jennifer A. Moore Senior Vice President and Commercial Officer 
Oakland, California Health Net  Life Insurance Company 

Jeffrey A. Schwaneke 
St. Louis, Missouri 

Vice President 
Health Net Life Insurance Company  
 

Steven J. Sell 
Mill Valley, California 

President, Chief Executive Officer,  
and Chairman of the Board 

Health Net Life Insurance Company 
 

 

Principal Officers 

Name Title 

Steven J. Sell 
Carol Aroyan 
Jennifer A. Moore 

President, Chief Executive Officer, and Chairman 
Senior Vice President and Contracting Officer 
Senior Vice President and Commercial Officer 

Brian J. Tweten (1) Vice President, Chief Financial Officer, 
   and Treasurer 

Tricia L. Dinkelman Vice President of Tax 
Christian D. Ellertson Vice President 
Jeffrey A. Schwaneke 
Paul D. Barnes 

Vice President 
Vice President 

Abigail LeCoz 
Thomas D. Hamilton 
Steven D. Sickle 
Anne L. Schlueter 
Keith H. Williamson 

Vice President 
Regional Health Plan Officer 
Secretary  
Assistant Secretary 
Assistant Secretary 

 
(1): Brian J. Tweten resigned as of 12/31/2018, and was replaced by Garrett Leaf as the Vice 
President, Chief Financial Officer, and Treasurer, effective January 1, 2019.  
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Management Agreements 

 

Tax Reimbursement Agreement: The Company and its affiliates are parties to a Tax 

Reimbursement Agreement with its parent, Health Net, Inc. (HNI), effective 

January 1, 2007, to file federal income taxes on a consolidated basis. Under the terms of 

the agreement, the Company pays HNI an amount equal to its separate return tax liability. 

If the Company is entitled to a tax credit, or incurs a net operating loss during a taxable 

period, HNI will apply such credit to the Company. The agreement was approved by the 

California Department of Insurance (CDI) on September 17, 2008 and its amendment on 

November 30, 2009. 

 

On June 16, 2016, the Company filed an Amended & Restated Tax Allocation Agreement 

with HNI, the parent, and its subsidiaries with an effective date of April 1, 2017. Under the 

terms of this agreement, HNI agrees to prepare and file the consolidated federal tax return 

with its affiliates and subsidiaries. The tax liability of the Company and its affiliates will be 

computed as if each member filed a separate stand-alone return. The agreement was 

approved by the CDI on September 16, 2016.  During the exam period, the Company 

paid/(recovered) federal income taxes of ($23,887,064), $964,566, and ($37,094,771) for 

2015, 2016, and 2017, respectively.   

 

Administrative Services Agreement: The Company entered into an Administrative 

Services Agreement with HNI, effective January 1, 2003. Under the terms of the 

agreement, HNI provides certain administrative services, consulting, and other support 

services to the Company.  These services include, but are not limited to, executive 

planning, government relations, internal audit, legal, finance, human resources, 

marketing, medical management, actuarial and underwriting, purchasing, claims, and IT 

administration. 

 

Subsequent to the acquisition, as aforementioned in the “COMPANY HISTORY” section, 

the Company receives administrative services by Centene Management Company LLC 

(CMC). Upon review of the transactions, it was determined that CMC does not have the 
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contractual relationship with the Company to provide such services, which is not in 

compliance with Statement of Statutory Accounting Principle (SSAP) No. 25, paragraph 

7.   The Company submitted the amended agreement on July 20, 2018 to the CDI, which 

now includes CMC as a party to the agreement, as well as to incorporate various 

safeguard provisions. The amended agreement was approved by the CDI on February 

22, 2019.  

 

Amended and Restated Administrative Services Agreement: The Company entered into 

an Amended and Restated Administrative Services Agreement with HNCA, effective 

November 1, 2012. Under the terms of the agreement, HNCA provides certain 

administrative services and managerial support services to the Company. These services 

include but not limited to, underwriting, administrative support, output services, financial 

analysis, health services, legal services, health claims processing, network access, 

marketing, sales, etc.  Compensation for these services is based on actual expenses 

incurred.  The agreement was approved by the CDI on November 28, 2012. During the 

examination, it was determined that the cost allocation of the services performed between 

the entities is based on a percentage of revenue, which is inconsistent with the terms of 

the agreement. It is recommended that the Company perform corrective procedures to 

ensure the proper implementation of the cost allocation method, in accordance with the 

terms of the agreement.  

 

Additionally, the Company is a party to various Administrative Services Agreements with 

other affiliates, Health Net Health Plan of Oregon, Inc., Health Net of the Northeast, Inc., 

Health Net of Arizona, Inc., Health Net Federal Services, Health Net Pharmaceutical 

Services, and MHN Services. These agreements cover certain administrative services, 

managerial support, consulting and other support services.  According to these 

agreements, the Company is to reimburse or charge its affiliates for the actual fair and 

reasonable pro rata costs and expenses incurred, or utilize cost factors to calculate and 

allocate costs.  These agreements and amendments were approved by the CDI on 

various dates in 2003 and subsequent years. 

 



 

8 

During the examination period, the Company paid $97,919,687, $112,270,126, and 

$110,022,668 for 2017, 2016, and 2015, respectively, for services performed and 

provided by its affiliates (net of collected payments for services rendered). 

 

TERRITORY AND PLAN OF OPERATION 

 

As of December 31, 2017, the Company was licensed to sell life and accident and health 

products in the District of Columbia, and all states except Michigan and New York.  The 

principal line of business written is health insurance.  The Company concentrates on the 

small group and individual markets.    

 

The Company offers preferred provider organization (PPO), point of service, exclusive 

provider organization, indemnity, dental, vision, Medicare supplement, Medicare 

Advantage PPO, behavioral health, and life insurance products including group and 

individual term life, accidental death and dismemberment, supplemental term life, and 

dependent term life.  These products are marketed through sales employees and 

independent sales agents, with the exception of the dental and vision products, which are 

marketed via strategic relationships with Dental Benefit Providers, Inc., a United 

Healthcare Company, and EyeMed Vision Care LLC. 

 

In 2017, the Company wrote $1,370,000,000 of direct premiums.  Of the direct premiums 

written, $889,000,000 (65.0%) was written in California, $324,000,000 (23.7%) in Oregon, 

$109,000,000 (8.0%) in Arizona, and $46,000,000 (3.3%) in the remaining states. 
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REINSURANCE 

 

Assumed 

 

The Company does not assume any business.  

 

Ceded 

 

The Company is a party to a Quota Share Reinsurance Agreement with Health Net Life 

Reinsurance Company (HNLRC), an affiliate, effective January 1, 2004.  Under the terms 

of this agreement, the Company cedes 50% of its California and other states’ preferred 

provider organization (PPO) health business and Medicare business to HNLRC.  Since 

HNLRC is an unauthorized reinsurer, HNLRC had collateral trust deposits totaling $104 

million and $115 million as of December 31, 2017 and December 31, 2016, respectively, 

to support the ceded reserve credits taken by the Company. As of December 31, 2017, 

the Company reported outstanding net paid and unpaid reinsurance recoverable of 

$114,475,143 with HNLRC.  

 

The following is a summary of the unaffiliated ceded reinsurance agreements inforce as 

of December 31, 2017: 

 
Type of Contract and 
Contract Description 

Reinsurer(s) 
Company’s  
Retention 

Reinsurer (s) 
Maximum Coverage 

Yearly Renewal Term 

Hartford Life & 
Accident Insurance 
Company 
(Authorized) 

Group Life: $75,000 Excess of $75,000, with 
the maximum of 
$400,000 per year 

Group Accidental Death & 
Dismemberment: 0% 

100% Quota Share;  
$1 million maximum on 
the life of each insured 

Group Disability: 25% 75% Quota Share 

100% Coinsurance  
United Healthcare 
Insurance Company 
(Authorized) 

No retention 
100% of cost covered 
under the plans and 
administered by Dental 
Benefit Providers, Inc. 
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Excess Loss for 
Commercial Policy 

PartnerRe America 
Insurance Company 
(Authorized) 

Per covered person 
Arizona: $750,000  
California: $2 million 

Maximum coverage: 
$2.5 million per 
covered person 

Excess Loss for 
Medicare Advantage 

PartnerRe America 
Insurance Company 
(Authorized) 

Per covered person 
Oregon & Washington: 
$1.25 million 

Maximum coverage:  
$3 million per covered 
person 

Facultative Group Long 
Term Disability 

Westport Insurance 
Corporation (f/k/a 
Employers 
Reinsurance 
Corporation) 
(Authorized) 

Disability: 25% on 
contracts effective before 
04/01/1994 (closed block) 

75% coverage 

Disability: 10% on 
contracts effective on or 
after 04/01/1994 (closed 
block) 

90% coverage 

 

The total paid and unpaid loss reinsurance recoverable reported by the Company was 

$195,680,976, $160,783,057, and $119,049,250 as of year-end 2015, 2016, and 2017, 

respectively.  

 

FINANCIAL STATEMENTS 

 

The following financial statements are based on the statutory financial statements filed by 

the Company with the California Department of Insurance and present the financial 

condition of the Company for the period ending December 31, 2017.   These financial 

statements were prepared by management, and are the responsibility of management.  

No adjustments were made to the statutory financial statements filed by the Company.  

 

     Statement of Financial Condition as of December 31, 2017 
 
     Statement of Operations for the Year Ended December 31, 2017 
 
     Reconciliation of Capital and Surplus from December 31, 2014 through  

December 31, 2017 
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Statement of Financial Condition 
as of December 31, 2017 

   Ledger and 
    Nonledger  Assets Not   Net Admitted 
Assets       Assets     Admitted        Assets  Notes 
 
Bonds $ 277,466,300 $  $ 277,466,300  
Cash and short-term investments  281,875,936    281,875,936  
Contract loans  9,779    9,779  
Investment income due and accrued  2,198,042    2,198,042  
Other invested assets  994,496    994,496  
Receivables for securities  520,000    520,000  
Premiums and agents’ balances in course of collection   3,998,718    3,998,718  
Accrued retrospective premiums  45,864,237  393,398  45,470,839  
Amount recoverable from reinsurers  2,424,806    2,424,806  
Other amounts receivable under reinsurance contracts  6,721,045    6,721,045  
Amounts receivable relating to uninsured plans  93,135      93,135  
Current federal income tax recoverable  54,731,716    54,731,716  
Receivables from parent, subsidiaries and affiliates  11,595,910    11,595,910  
Health care and other amounts receivable  28,475,121  25,762,760  2,712,361  
Aggregate write-ins for other than invested assets  2,887,089  2,345,119  541,970  

Total assets $ 719,856,329 $ 28,501,277  $ 691,355,052 

Liabilities, Surplus and Other Funds 

Aggregate reserve for life contracts     $ 315,423 (1) 
Aggregate reserves for accident and health contracts      2,938,458 (1) 
Contract Claims: Life      284,500 (1) 
Contract Claims: Accident and health       135,775,015 (1) 
Premiums and annuity consideration received in advance      15,490,726  
Interest maintenance reserve      4,035,812  
Commissions to agents due or accrued      6,098,405 
General expenses due or accrued      5,590,839 
Taxes, licenses and fees      17,518,574  
Asset valuation reserve      733,764  
Payable to parent, subsidiaries and affiliates      4,576,472  
Liability for amounts held under uninured plans      5,580,931 
Payable for securities      751,026  
Aggregate write-ins for liabilities      91,746,643  

    Total liabilities   291,436,586  

Common capital stock $ 2,500,000 
Gross paid-in and contributed surplus  685,528,705 
Aggregate write-ins  24,660,826 
Unassigned funds (surplus)  (312,771,065) 
     Surplus as regards policyholders    399,918,466  

 Total liabilities, surplus and other funds   $     691,355,052  
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Summary of Operations 
for the Year Ended December 31, 2017 

Statement of Operations 

Underwriting Income 

Premiums and annuity consideration     $   763,296,202  
Net investment income             5,820,033                                      
Amortization of interest maintenance reserve             1,443,233 
Commissions and expense allowances on reinsurance ceded         100,692,887 
Aggregate write-ins for miscellaneous income             6,017,375 
          
          Total    $   877,269,730  
 
Death Benefits  $          473,500 
Disability benefits and benefits under accident and health contracts         669,403,615 
Increase in aggregate reserves for life and accident and health contracts           (4,583,431) 
Commissions on premiums  55,014,016     
General insurance expenses  133,913,173 
Insurance taxes, licenses and fees excluding federal income taxes  41,600,171 
Aggregate write-ins for deductions               25,562  
 
          Total      $   895,846,607 
 
Net loss from operations before federal income taxes and net 
    realized capital losses   (18,576,877) 
Federal income taxes incurred   (2,249,307) 
Net realized capital losses                  (58,357)   
 
        Net Loss  $    (16,385,927) 
 

 Capital and Surplus Account 

Capital and Surplus, 
    December 31, 2016  $   409,950,041 

Net Loss $ (16,385,927) 
Change in net unrealized capital losses (197,115) 
Change in nonadmitted assets 6,715,029 
Change in asset valuation reserve                            (163,563) 
Net change in capital and surplus for the year         (10,031,576) 
 
Capital and Surplus, 
     December 31, 2017  $    399,918,465 
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Reconciliation of Capital and Surplus 
from December 31, 2014 through December 31, 2017 

Capital and Surplus,  
   December 31, 2014  $ 363,878,112 

      Gain in      Loss in 
      Surplus         Surplus  

Net loss $  $ 281,458,195 
Change in net unrealized capital losses    224,337 
Change in net deferred income tax  7,067,375 
Change in nonadmitted assets  3,860,946 
Change in asset valuation reserve 641,186 
Surplus adjustments: Paid-in  328,010,020   

Total gains and losses $   328,651,206 $ 292,610,853 

Net increase in capital and surplus   36,040,353 

Capital and Surplus, 
   December 31, 2017  $ 399,918,465 
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COMMENTS ON FINANCIAL STATEMENT ITEMS 
 
(1) Aggregate Reserve for Life Contracts 
(1) Aggregate Reserve for Accident and Health Contracts 
(1) Contract Claims:  Life 
(1) Contract Claims:  Accident and Health 
 

An actuary from Texas Department of Insurance (TDI) performed the analysis on the 

reasonableness of the Group’s life and accident and health reserves. Based on the 

analysis by the TDI and the review of their work by a Health Actuary from the California 

Department of Insurance, the Company’s December 31, 2017 life and accident and health 

reserves were found to be reasonably stated, and have been accepted for purposes of 

this examination.  

 

SUMMARY OF COMMENTS AND RECOMMENDATIONS 

 

Current Report of Examination 

 

Management Agreements - Amended & Restated Administrative Services Agreement 

(Page 7): It is recommended that the Company perform necessary procedures to ensure 

the proper implementation of the cost allocation method in accordance with the terms of 

the agreement. 

 

Previous Report of Examination 
 

Accounts and Records – Information System Controls (Page 12):  It was recommended 

that the Company should evaluate the recommendations from the information systems 

controls review and make appropriate changes to strengthen its controls over its 

information systems.  The Company has complied with the recommendation. 
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Acknowledgment is made of the cooperation and assistance extended by the Company’s 

officers and employees during the course of this examination. 

 

 

 

Respectfully submitted, 

 

______/s/_____________________ 

Jack Ho, CFE  
Examiner-In-Charge 
Senior Insurance Examiner 
Department of Insurance 
State of California 
 
 
 
 
 
______/s/_____________________ 

Vivien Fan, CFE 
Bureau Chief 
Department of Insurance 
State of California 
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